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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 


Domestic Economy 1984 1985 
GDP (current dollars) 161 169 (c) 
Per capita GDP (current dollars) 4,200 4,378 (c) 
GDP growth rate (%) 1.9 2e2 (c) 
Consumer Price Index (% change) Lis3 8.8 (a) 
Population (millions) 


Production and Employment 
Labor force (thou) 170.7 (c) 
Unemployment rate (%) 20.6 (c) 
Industrial production % (1983=100) 134.3 (c) 
Housing starts end of period (thou) 170.7 (c) 
Government spending as % of GDP 4.0 (a) 


Balance of Payments 
Total Exports (f.0.b./$M) 23,560 (c) 
Total Imports (c.i.f./$M) 28,830 (c) 
Trade Balance ($M) -5,270 (c) 
Current account balance ($B) +1.1 (c) 
Foreign debt ($B) 29.6 (c) 
Debt service ratio (%) 12% (c) 
Foreign exchange reserves ($B) 12.7 (a) 
Av. exchange rate ($1 = Pesetas) 160.8 (a) 


Money and Prices 
M4 annual growth rate (%) 14.3 (c) 
M3 annual growth rate (%) 12.7 (c) 
Central Bank discount rate (%) 8.0 (c) 
Industrial price index (1974=100) 368.8 (a) 


Foreign Investment (1986) 
Total investment in Spain: $10.7 Billion (c) 
Total U.S. direct investment: $2.6 Billion (b) 
U.S. share of foreign investment authorized: 24.2 percent (b) 


U.S.-Spain Trade 
U.S. exports to Spain (f.a.s./$M) 2,561 2,524 2,615 (b) 
U.S. imports from Spain (c.i.f./$M) 2,627 2,774 2,956 (b) 
U.S.-Spain trade balance ($M) -0.066 -0.250 -0.341 (b) 
U.S. share of Spanish exports (%) 10.0 10.0 9.2 (b) 
U.S. share of Spanish imports ($%) 8.9 8.4 8.1 (b) 


Principal U.S. exports: Soybeans, seed corn, coal, tobacco, EDP 
equipment, aircraft, and computers 

Principal U.S. imports: Footwear, motor vehicle parts, cement, 
petroleum products, steel, olives, wines 


SOURCES: (a) International Financial Statistics (monthly); 
(b) Official U.S. trade data; (c) Official Spanish statistics. 
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OVERALL PERFORMANCE AND OUTLOOK 


The current performance and short-term outlook for the Spanish 
economy is mixed. Inflation is down to 8.5 percent but is 
still high relative to most of Spain's EC partners. The 
baiance of payments is now in substantial surplus. Foreign 
exchange reserves stand at a record $12.6 billion, and gross 
investment is up 1l percent this year. However, unemployment 
refuses to drop below 21 percent, the highest rate in Western 


Europe, and the large public deficit continues to constrain 
growth. 


Basically, though, the Government's pragmatic, consumption & 
invest market-oriented policies are bearing fruit. In 1986, 
domestic consumption and investment demand combined with 
cheaper oil to stimulate a 3 percent real growth. Growth in 
1987 is expected to be slightly better. 


Spain's economic outlook depends first and foremost on the 
impact of joining the European Economic Community (EC), which 
it did in January 1986. Accession to the EC has generated 
increased foreign investment, but has also turned Spain's 
former trade surplus with the Community into a growing 

deficit. The lowering of Spanish tariffs has led to a surge in 
imports, which has not been balanced by an increase in 

exports. The Socialist Government has responded by pursuing an 
economic policy of market liberalization and deregulation. Via 
these policies, they hope to achieve the productivity and 
efficiency in Spain necessary to respond to EC competition. 
This situation clearly offers U.S. business new opportunities. 


ECONOMIC PERFORMANCE IN 1986 
Economic factors, which in 1986 underpinned Spain's best 
economic performance since 1978, included steady growth in 
domestic demand, lower oil prices, and healthy increases in 
foreign investment. 


Domestic demand, fueled by both consumption and investment, was 
the main stimulus to growth in 1986. It increased by 

5.5 percent from 1985 to 1986. Economic growth finished at 3 
percent this year, Spain's best performance since 1978. 
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The economy benefited from lower interest rates, better 
corporate profits, and larger foreign investment. Most telling 
is that investment demand remained strong. Gross fixed capital 
formation increased approximately 11 percent. Corporate profits 
were also up, generating an improved business climate. 


Spain's external accounts also closed 1986 in a strong 

position. The current account ended the year with a surplus of 
nearly $5 billion. Several factors contributed to the surplus: 
cheaper oil expenditures, higher tourism receipts, and lower 
financial service (interest) payments. However, forecasters are 
predicting a substantial drop in the surplus, due to Spain's 
deteriorating pattern of trade with the EC (see below). 


The Socialist Government's economic policy can best be described 
as one of market liberalization and deregulation. This policy 
is being pursued as a means of achieving the flexibility and 
extra productivity Spain needs to respond successfully to the 
challenge of joining the EC. 


The Government's objectives for 1986 were to stimulate modest 


economic growth and to harness unemployment, without sacrificing 
the longer-term goal of stabilization. Despite the strains of 
EC membership, principally the introduction of the value added 

tax (VAT), the worrisome public deficit was forecast to fall to 


4.5 percent of GNP. Inflation was to fall to 8 percent by 
year-end. 


During 1986 the Government reduced its target for growth in the 
money supply from 13 percent to 1l percent. In 1986, in 
alignment with expected cost of living increases, wages rose 
Slightly over the previous year's level. 


By the third quarter of 1986, the public deficit dropped 

18 percent from the same period in 198£&. The decline in the 
deficit was due primarily to cheaper oil and to new VAT 
revenues. However, the Government continued to be concerned 
about the high public deficit's depressing effect on investment 
and job creation. Consequently, the Government targeted a 
reduction in the 1987 deficit to 4 percent of GDP. 
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The Government's current preoccupation is the widening disparity 
between Spain's underlying inflation rate and those of most of 
its EC partners. Spain's higher rate is undermining the 
competitiveness of Spanish exports and damaging the chances of 
reversing Spain's growing trade deficit with the EC. The EC 
takes over 60 percent of Spain's exports and supplies nearly 
half its imports. In 1986, the official peseta rate held steady 
against other EC currencies, but given Spain's underlying 
domestic inflation, it appreciated in real terms. 


While the industrialists association (CEOE) has called for some 
devaluation of the peseta to boost export competitiveness, the 
Government has stated its commitment to a stable exchange rate, 
as a means of assuring domestic price stability. The Government 
lists among its top priorities: predictable exchange rates, 
liberalization of protectionist barriers, and a social (wage) 
agreement with the unions. 


The Government has revised its 1987 inflation-reduction target 
from 4 percent to 5 percent. This action was taken in 
anticipation of union opposition to using 4 percent as a basis 


for an inflation-linked wage stabilization plan. If the 
Government succeeds in holding inflation under 4 percent, it 
will consider joining the European Monetary System. 


The Government has also successed somewhat in its efforts to 
control the domestic money supply. After a surge in the first 
two quarters, the Government tightened interest rates. By the 
third quarter, M-4 was within the Government's 11 percent growth 
target. The Government's target for 1987 is to bring money 
supply growth down to 8 percent. 


TRADE 


Since Spain joined the EC on January 1, 1986, there has been a 
clear shift in its trading patterns. EC imports climbed to 

48 percent of total imports (versus 35 percent in 1985); while 
Spain's exports to the EC increased to 61 percent (compared to 
50 percent a year earlier). As a result of this shift, 

West Germany supplanted the United States as Spain's top source 
of imports. Spain increased its exports to most of its EC 


partners; however, France continues to be Spain's largest export 
market. 
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Worrisomely, Spain's former trade surplus with the EC 
disappeared by the third quarter, to be replaced by a growing 
deficit. During the first three quarters of EC membership, 
Spain's exports to the Community climbed 5.8 percent while 
imports climbed 25.8 percent. This trend was not unexpected. 
Prior to accession, Spain enjoyed beneficial tariff treatment 
for its exports to the EC. After accession, Spain was required 
to slash its tariffs on EC imports. 


As the Government pursues its goal of increasing the economy's 
productivity and efficiency to meet EC competition, new emphasis 
will be placed on deregulation of state monopolies. The 
Government hopes to benefit from higher corporate profits, 
increased foreign investment, and more manageable interest rates. 
In short, the improved business climate clearly offers new 
opportunities for U.S. companies. 


ENERGY 


Oil and coal account for over 75 percent of Spain's energy 
consumption (petroleum represents two quarters and white coal 
represents slightly more than one quarter). Oil and coal energy 
consumption in 1986 was over 70 million tons petroleun- 
equivalent. However, their proportion of total consumption is 
Slowly being displaced by natural gas (up 3 percent), and to a 
lesser extent by nuclear/hydroelectric power (together just over 


20 percent). Nearly 70 percent of coal demand is supplied by 
domestic mines. 


Spain continues to diversify its sources of imported petroleum. 
OPEC members now account for only half of imports. Leading 
suppliers include: Algeria, Iran, Irag, Libya and Mexico. 


Spain's National Energy Plan projects a total energy consumption 
in 1992 of nearly 100 million tons petroleum - equivalent. 
Approximately half of this demand is expected to be supplied by 
domestic sources. Spain's performance in 1986 moved a pace 
towards this goal. 


AGRICULTURE 


Spanish agriculture struggled through a difficult year in 1986, 
having to cope with both a generally unfavorable growing season 
and the first effects of participating in the EC's Common 
Agricultural Policy (CAP). 
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Dry growing conditions were particularly devastating to Spain's 
1986 grain crop. The wheat harvest fell 19 percent below 

1985 levels and barley was down 27 percent. Irrigated Spanish 
corn production nearly matched the record $3.4 million crop of 
1985. Production of sunflower seed, the most important 
domestically produced oilseed, was down 8 percent. In line with 
the normal alternate year production cycle, olive oil production 
will be up significantly from 1985 to 1986. Cotton output 
increased 33,000 from 1985 to 1986. Tobacco production 
expanded slightly in 1986, to 42,300 tons. 


April frost and dry summer weather caused uneven effects on 
horticultural crops. Almond production was reduced by about 

20 percent, but grape output was sufficient to allow a nearly 

9 percent increase in Spain's 1986 wine vintage. Apple and pear 
production increased markedly over 1985. Spain's important 
citrus crop survived the drought in good condition. Lemon 
production, in particular, increased dramatically. This 
increase in production resulted in severely low prices for 
producers. 


In 1986, Spain's livestock industries were dealt a double blow 
from the combined effects of more expensive feed grain prices 
and increased competition from EC imports. Production of most 
livestock products roughly equaled 1985 levels; however, an 
increase in 1986 imports of beef and pork foreshadow much 
greater import competition in coming years. Development of 
Spain's dairy industry will be particularly inhibited by an 
EC-imposed reduction in production. 


Spanish agriculture in 1986 embarked on the first stages of a 
period of transition to EC regulations that, depending upon the 
product, can last until December 31, 1992. One of the major 
features of the CAP, the variable levy on imported grain, became 
fully operational on March 1, 1986. The variable levy has the 
effect of fixing imported grain prices at levels which assure 
preference for EC-produced grains. This has had and will 
continue to have a particularly unfortunate effects on Spain. 
In 1986, cereal production experienced a shortfall which 
necessitated substantially increased imports. Prior to 

EC accession, these imports would have included substantial 
purchases of U.S. corn. Instead, Spain has been forced to turn 
to the United Kingdom and France for feed wheat, barley, and a 
variety of other corn substitutes as sources of energy for 
livestock rations. 





IMPLICATION FOR U.S. BUSINESS 


With the decline in the dollar in 1986, U.S. non-agricultural 
exports began to recover. Overall, U.S. exports increased 

5 percent ip Collie: *c-.ms in 1986. Electronics, computers, 
transportation equipment, chemicals and pharmaceuticals led the 
way. 


U.S. products, however, have not shared proportionately in the 
Spanish import boom. The U.S. share of the Spanish 
non-petroleum market declined from 16.3 percent in 1985 to 

11.8 percent in 1986. Nevertheless, U.S. exports should 
experience an upswing due to the decline in the dollar and the 
increase in domestic investment which reflects renewed domestic 
confidence. In particular, U.S. high technology exports should 
continue to increase. 


USFCS Spain has prepared market analyses to assist U.S. vendors 
to export to Spain. In particular, USFCS Spain has identified 
the following sectors as having good growth prospects: 


Computers, Peripherals and Software 
Telecommunications Equipment and Services 

Medical Equipment/Health Care Services 

Industrial Process Controls 

Electronic Components/Production and Test Equipment 
Industrial Organic Chemicals 


These reports are available through the U.S. Department of 
Commerce, International Trade Administration, Washington, D.C. 
UPCOMING PROMOTIONAL EVENTS 

To take advantage of the opportunities in some of these sectors, 
FCS Spain has scheduled the following promotional events for 


1987: 


- Medical Instruments Trade Mission 
September 


- Liber International Book Fair 
September 


- Industrial Renovation "Matchmaker" Marketing Mission 
October 
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Do-It-Yourself Exhibit at Bricolage Trade Fair - 
October 


Hotel Equipment Exhibit at Hostelco Trade Fair - 
October 


Chemical Process Equipment Exhibit at Expoquimia 
Trade Fair - 
November 


Computer Equipment Exhibit at SIMO Trade Dair - 
November 


-Great Stores of World 
November 


HIGH TECHNOLOGY IN SPAIN -— COMMERCIAL PROSPECTS 


The Spanish Government is firmly committed to the development of 
high technology in Spain. Through a variety of programs and 
agencies, at both the national and regional level, it is 
actively promoting the creation of new industries and the 
application of new technologies to existing industries. The 
Spanish Government hopes that by developing high technology in 
Spain, the economy will become more efficient and competitive. 
This emphasis on high technology should offer commercial 
opportunities for U.S. suppliers and investors in a variety of 
fields. 


To assist companies to take advantage of these opportunities, 
FCS Spain has prepared a comprehensive report entitled 

"High Technology in Spain - Commercial Prospects". This report 
describes the programs, players, and prospects in the high 
technology arena. Included in this report is an appendix with 
the addresses of over 1,000 private companies and government 
agencies in Spain. This study can be purchased from 

USFCS Madrid or USFCS Barcelona for $400.00. 


FOREIGN INVESTMENT 


The Spanish economy continues to benefit from strong investment 
flows from abroad. Entry into the EC is stimulating additional 
investment from foreign multinationals, primarily from EC firms 
seeking to establish Spanish branches and protect market share. 
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U.S. investors should be looking carefully at the rationale for 
increased investment in Spain, both in terms of better access to 
the EC and the expected favorable impact of the EC accession on 
overall economic performance in Spain. 


Spanish regulations on foreign direct investment have been 
liberalized: Investment approval procedures have been 
simplified and the number of sectors in which majority foreign 
ownership is discouraged have been reduced. These and other 
liberalizing actions on portfolio investment and reverse 
investment are part of the economic adjustments Spain is making 
to meet EC norms. 


Spanish investment in the United States is starting to extend 
beyond merely banking and commercial relationships. This 
favorable trend is expected to continue. Spanish entrepreneurs 
have also shown an interest in the Caribbean Basin Initiative. 
The United States is the principal destination for Spanish 
investment abroad. At the same time, the United States 
continues to be a leading source of foreign investment in 


Spain. These developments point toward increasingly stronger 
economic and commercial ties between the two countries. 
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